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1.0   Background 

The City of Seal Beach (“City”) retained Kosmont Companies (“Kosmont”) to complete a peer 
review of a hotel market analyses prepared by PKF Consulting (“PKF”) in November of 2003 
and November of 2009 evaluating the market for a hotel development on approximately 10.7 
acres (“Property”, “Site”) located along the Pacific Ocean within the City.  The City also 
requested that Kosmont evaluate the feasibility of developing a hotel within the requirements 
and constraints of a Specific Plan approved by the City in 1996 covering the property (“Specific 
Plan”). 
 
The 2003 and 2009 PKF studies were prepared at the request of Bay City Partners, LLC 
(“Developer”) to evaluate the potential market and financial performance of a hotel development 
on the Site.  The Developer stipulates that the results of PKF’s analysis support its position that 
a hotel use on the site as prescribed by the terms and conditions of the Specific Plan, and 
potentially even without the restrictions imposed by the Specific Plan is financially infeasible.   
The Specific Plan calls for visitor serving uses on the northerly 30% of the Property, and open 
space on the southerly 70% of the Property.  Permitted visitor serving uses specifically include 
hotel uses and uses ancillary to a hotel. 
 
This analysis includes an evaluation of the PKF reports, the financial feasibility of the four hotel 
development scenarios discussed therein, as well as an evaluation of three additional 
development alternatives that would likely be permitted under the Specific Plan.  The revenues 
projected to be generated by, and the cost of developing each of these scenarios and 
alternatives were evaluated to determine if they would generate sufficient net operating income 
to support the financing required for development as currently available in the marketplace.  
Based on the estimated cost of construction and current lending requirements it appears 
unlikely that the revenue generated by either the four PKF development scenarios or the three 
additional development alternatives would be sufficient to support traditional debt financing of 
the same. 
 
As part of its analysis Kosmont also evaluated the potential to develop a smaller, 60 room 
boutique style hotel that could theoretically be substantially or completely financed through a 
condominium hotel capital structure.  Under a condominium hotel structure individual owners 
hold title to individual rooms with rights to use their rooms a certain number of days a year.  The 
remainder of the year the rooms are available to the general public during which a split of net 
profit accrues to the room owner.  Kosmont’s conclusion is that such a development may 
represent the most financially feasible alternative; however, such alternative would require 
support from private investors at a time when private investors may have difficulty accessing 
capital, and at a time when there may be limited interest in such properties.  Additionally, such 
condominium hotel structure may not be permitted under the controlling 1996 Specific Plan.  
Kosmont’s conclusion is that such an alternative may be financially feasible, but such financial 
feasibility is far from certain or reliable.  A detailed discussion of Kosmont’s analysis and 
conclusions follow. 
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2.0   Site Profile 

The Property is located at the mouth of the San Gabriel River Channel along the Pacific Ocean 
in Seal Beach, California.  The Site is comprised of three parcels (Orange County Assessor 
Parcel Numbers 043-141-02, 043-172-08, and 043-172-13) and was formerly home to a Los 
Angeles Department of Water and Power (“LADWP”) power plant.  Depending on the record 
source and the inclusion or exclusion of roadway right of ways, the three parcels total between 
approximately 10.1 and 10.7 acres of land.  The Property is rectangular and flat and enjoys 
reasonably unobstructed views of the beach and ocean.  The proximate area is almost 
completely built-out and surrounding uses are primarily residential and / or recreational in 
nature.  A discussion of additional details about the Property location, access, suitability for 
hotel development, history, and a recent settlement agreement between the City and Developer 
specific to the Property follow. 
 

2.1 Location & Proximate Uses 

The Property is located within the City of Seal Beach, at the westernmost point of Orange 
County, along the northern border with Los Angeles County.  The City itself is home to roughly 
25,000 residents concentrated within roughly one-third of the approximately 11 square miles of 
land area within the City.  The City has a small town atmosphere that is home to large swaths of 
low intensity industrial and government uses with a significant presence of open space and 
nature preserves.  As previously introduced the Property fronts the San Gabriel River channel 
where the river meets the Pacific Ocean.  The northwestern edge of the Site is fronted by a 
regional bike trail along the river channel that terminates at the beach. 
 
Neighboring uses to the southwest and north of the Property are primarily residential.  The 
Marina Community Park lies to the east, and marina and retail uses lie to the northwest and 
across the river channel to the west.  Additional commercial, retail and restaurant centers are 
located within approximately one mile of the Property.  Finally, the Site is approximately six 
miles southeast of downtown Long Beach which is a major business and commercial center in 
the region.   
 
An isometric aerial image of the Property follows in Figure 1: Site Aerial, and a map of the 
surrounding neighborhood can be found in Figure 2: Neighborhood Map. 
 
Note: all property boundaries are approximate depictions.  The yellow arrow found in the lower 
right-hand corner of the maps generally points to north. 
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Figure 1: Site Aerial 
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Figure 2: Neighborhood Map 

 

2.2 Access 

Both regional and local access to the Site is commercially reasonable but not particularly 
convenient, nor is the Property particularly visible from primary traffic corridors.  The Pacific 
Coast Highway runs within half of a mile of the Site, and the intersection of the regional serving 
I-605 and the I-405 are within three miles.  Bus service is available within less than one-quarter 
of a mile of the Site, but overall, public transit is generally limited and requires a number of 
transfers to get to most major destinations.  The closest light rail station with regional access is 
approximately five miles away.  Airport service is notably good with commercial service from the 
Los Angeles International Airport (26 miles), the Long Beach Airport (7 miles), and the John 
Wayne Airport (20 miles).   
 
A map of the greater area can be found in Figure 3: Area Map, and the Property’s location 
within the Los Angeles basin is depicted in Figure 4: Regional Map. 
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Figure 3: Area Map 
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Figure 4: Regional Map 

 
 

2.3 Site Suitability for Hotel Use 

The characteristics that make for a commercially viable and competitive hotel location depend 
on the primary target market and customer base of a given hotel, but typically include some 
productive combination of the following: 
 

 Transportation - Access via a variety of transportation means, and proximity to 
transportation corridors and nodes 

 Demand Drivers – Proximity to business activity centers, conference facilities, tourist 
attractions, and other similar uses 

 Area Amenities - Proximity and access to restaurants, retail, entertainment and 
recreational amenities 

 
While overall Site access is reasonably good and there are a fair number of proximate visitor 
serving amenities and attractions, a hotel use on the Site would likely have to be somewhat of a 
destination in and of itself, with on-site amenities and attractors to buttress the ocean front 
appeal and drive hotel demand.  In essence, the location is comparatively isolated, and a hotel 
on the Property would likely have to be sufficiently notable, and not reliant on incidental traffic to 
drive occupancy.  As such, it is Kosmont’s opinion that a smaller, boutique hotel with higher end 
amenities and a destination, resort like atmosphere would likely be the most successful on the 
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Property.  Given the Site’s access to the ocean this development profile is conceptually 
possible, yet current market conditions do not clearly support a choice by capital investors for 
this type of project, particularly because most hotel investment is flowing to existing product 
rather than ground-up projects such as this investment. 
 

2.4 Ownership History 

As discussed, the Site was previously owned by the LADWP and utilized for a power generation 
station.  The power plant was demolished in the mid-1960’s and the Property has remained 
vacant since.  In 1999 the Developer entered into what was ultimately a four-year escrow to 
purchase the property from the LADWP for $4,501,000.  Pursuant to public records, the 
Developer closed escrow and acquired fee simple title to the Property on May 27, 2003. 
 

2.5 Developer’s Desired Use 

The Developer has indicated that it desires to construct a residential development on the Site in-
lieu of the hotel use required under the Specific Plan.  To this end it has submitted a proposal 
for a 48-unit single family residential project on the northern portion of the Site, and the City has 
indicated a wiliness to consider this proposal pursuant to the settlement agreement discussed 
below.  This use would not be in conformance with the existing Specific Plan covering the Site, 
would require approval by the City, and given the proximity to the ocean, approval by the 
California Coastal Commission. 
 

2.6 Settlement Agreement 

In March of 2011 the Developer and City entered into a settlement agreement (“Settlement 
Agreement”) related to various contentions between the two parties on the Property.  Among 
other terms the Settlement Agreement stipulates that: 
 

 The City will, in good faith, consider the Developer’s proposed use of the Property for a 
48-unit residential development. 

 The City will pay the Developer $900,000 for an irrevocable sewer easement across the 
eastern edge of the Property. 

 Upon the granting of certain entitlements for the Developer’s preferred development, the 
City will pay the Developer $1,100,000 for fee title to portions of the Property to be 
retained as open space. 
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3.0   Specific Plan 

Development of the Property is guided by a Specific Plan approved by the Seal Beach City 
Council in 1996 which explicitly details the approvable development envelope and development 
approval processes.  For reference, the current Specific Plan was an update and successor to a 
Specific Plan approved by the Seal Beach City Council in 1982.  Based on the approval date, 
the 1996 Specific Plan was in place before the Developer first entered escrow to purchase the 
property in 1999 and close of escrow in 2003.   
 
The Specific Plan stipulates that development of the Property shall be limited to visitor-serving 
and open space uses.  Visitor-serving uses are defined in the Specific Plan as a hotel and 
ancillary support uses including, but not limited to restaurants, retail uses, service uses, meeting 
/ conference rooms and banquet facilities.  Open space uses are defined as public parks, green 
belts, bike trails, nature trails, hiking trails, and any passive recreational uses normally located in 
parks or open spaces.  Pursuant to the Specific Plan, visitor serving uses shall be limited to the 
northerly 30% of the Property (specifically limited to the area adjacent to Marina Drive and 1st 
Street) and the remaining 70% shall be for open space.  As such, assuming total Site acreage 
of 10.7 acres, visitor serving uses are limited to approximately 3.2 acres and open space is 
required on the remaining 7.5 acres. 
 

3.1 Allowable Visitor Serving Building Envelope 

The 1996 Specific Plan includes a number of building parameters that establish the maximum 
building envelope of the visitor serving use.  Pursuant to the Specific Plan, a hotel on the Site 
can have no more than 150 rooms or suites, building height is limited to 35 feet, and a 20 foot 
setback is required from both Marina Drive and 1st Street.  Ancillary uses to a hotel such as 
restaurants, retail uses, and service uses may be provided to primarily serve hotel guests, but 
must also be open to the general public.  Additionally, a banquet / meeting / conference room 
capable of accommodating up to 175 people is expressly approvable.  The Specific plan allows 
for subterranean parking and prescribes a minimum number of parking spaces (surface or 
other) as follows:  

 
 One space per room / suite 
 One space per 100 square feet of gross restaurant floor area 
 One space per 75 square feet of meeting room / conference room floor area 
 One space per 300 square feet of retail use / service business 

 

3.2 Maximum Development within Allowable Envelope 

Pursuant to the various constraints provided by the Specific Plan the hotel must have 150 or 
fewer rooms, be less than 35 feet in height which is assumed to be three or fewer stories, sit on 
approximately 3.2 or fewer acres (139,828 square feet), and provide adequate parking pursuant 
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to the requirements listed above.  As necessary, parking could theoretically be provided via a 
subterranean structure, but subterranean parking is likely a cost prohibitive solution.  A 
discussion of development alternatives considered compliant with the Specific Plan is provided 
in Section 7.0. 
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4.0 Market Conditions 

The hospitality industry is a uniquely dynamic industry that is highly responsive to economic 
fluctuations and consumer trends.  The industry is risk prone, and can yield developers and 
investors healthy returns, or equity cashflow deficits.  The major limiting factor to new hotel 
development is the ability to access financing.  New developments are frequently reliant on a 
blend of layers of high yielding equity, lower yielding mezzanine debt, and lower cost, traditional 
debt.  Of late, traditional debt and bond offerings have displayed an aversion to new hotel 
development in favor of existing hotels with ongoing operations and proven revenues.  As a 
result, financing for new developments is often provided only to experienced operators and / or 
provided with comparatively higher interest rates and debt coverage cushions.  Finally, hotels 
require somewhat frequent and significant reinvestment and improvements to maintain even 
stable patronage, and this can lead to unacceptable long-term returns unless initial 
fundamentals are strong.  A discussion of key industry terms, and the overall hotel market 
follows. 
 

4.1 Fundamental Lodging Industry Terms 

The hotel and lodging industry utilizes several metrics and terms to describe and evaluate hotel 
performance that are also utilized in this report.  The most pertinent metrics and terms follow. 
 
ADR – The Average Daily Rate or “ADR” represents the average income of an occupied, 
revenue generating room over a given time period, expressed on a per room basis.  ADR is 
calculated by dividing total hotel room revenue by the number of occupied, revenue generating 
rooms, divided by the number of days being evaluated.  For example, a hotel grossing 
$5,000,000 in a year with 100 available rooms would have an ADR of $137 ($5,000,000 / 100 / 
365) for the year. For reference, the calculation of ADR excludes staff rooms, however some 
operators include complimentary room use, lowering the ADR. 
 
Occupancy Rate – The occupancy rate is the percentage of rooms that are generating revenue 
in any given period.  The occupancy rate is the inverse of the vacancy rate, and is calculated by 
dividing the number of rooms generating revenue by total number of rooms available to 
generate revenue.  For example a 100 room hotel that, on average, has 75 occupied rooms, 
would have an occupancy rate of 75%. 
 
RevPAR – The Revenue Per Available Room, or “RevPAR”, is the average revenue generated 
by all available rooms expressed on a per room basis.  RevPAR is calculated by multiplying the 
ADR by the occupancy rate.  Continuing the example, a hotel with an ADR of $137 and a 75% 
occupancy rate would have a RevPAR of $103 ($137 x .75). 
 
Key - Key is an industry standard term for room.  A 100 room hotel would have 100 “keys”.  This 
term is often used in describing the cost of hotel as in “the hotel was purchased for $200,000 a 
key.” 
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Flag – The term “flag” refers to the branding of a particular hotel by a major chain.  Each brand 
(i.e. Hilton, Marriot, Best Western) has specific requirements including minimum room counts, 
design standards, and required on-site amenities.  A hotel flag can help provide access to 
reservation systems, management expertise, and other valuable resources, but requires an 
operator to pay a franchise fee to the brand. 
 
DSCR – The term Debt Service Coverage Ratio or “DSCR” is not unique to the industry, but 
worth defining.  The DSCR is the ratio of net operating income to debt service.  As an example, 
a lender may only provide financing if the DSCR is at or above certain levels.  For new hotel 
developments the required DSCR is often above 1.35, meaning that for every dollar of annual 
debt service a hotel must have $1.35 or more of net operating income.   
 
LTV – The Loan-to-Value or “LTV” is the amount a lender may be willing to lend against the 
total value of a hotel.  In recent years the required LTV has decreased meaning that lenders will 
provide a reduced loan amount against the value of a particular project.  Currently lenders will 
typically provide loans for 60% to 70% of the value of a hotel.  Thus for each $1,000,000 in hotel 
value a lender may only provide $600,000 to $700,000 in financing with the balance of the 
required financing to be comprised of equity. 
 
Capitalization Rate – The capitalization rate or “Cap Rate” helps to determine the theoretical 
value of a development or the return of an investment at a given price, and is equal to the 
annual cashflow of an investment before financing divided by the cost of the investment.  For 
example a hotel generating $1,000,000 in annual cashflow that has a value of $10,000,000 
would have a capitalization rate of 10% ($1,000,000 / $10,000,000). 
 
Condominium Hotel – A condominium hotel or condo hotel / condotel is both a hotel ownership 
and financing structure.  In recent years condominium hotels have emerged as an alternative 
financing vehicle for particularly attractive or desirable hotel operations.  Through a 
condominium hotel individuals can purchase ownership of a hotel room and through such 
ownership have a right to occupy the room for a given number of days in any year.  The 
remaining days during the year that the owner does not occupy the room, it is managed by the 
hotel and occupied by hotel guests.  The owner and hotel typically split revenues from room 
occupancy less any hotel management costs.  This structure is different from a time share or 
fractional ownership structure in that the room is not occupied by multiple owners throughout the 
year, but rather one owner for up to a small portion of the year and the remainder of the year it 
is utilized by paying hotel guests. 
 
 

4.2 General Industry Performance 

In recent years the market has experienced an overall decrease in revenues and operating 
performance.  However, this decrease has been met with reductions in financing rates, required 
equity yields, and capitalization rates.  This has served to help preserve hotel values, yet 
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financing terms remain more restrictive than in years past, and many hotels continue to struggle 
to realize growth in average room rates and occupancy.  
 
RevPAR 
 
One of the most important figures in evaluating the health of the lodging markets is RevPAR.  
RevPAR trends can vary within markets and submarkets, however most markets have 
experienced a fairly dramatic reduction since 2008.  Between the late 1980’s and 2008 the Los 
Angeles County market as a whole grew at an average compound annual growth rate (“CAGR”) 
of slightly higher than 4%.  Notable fluctuations during this period include fairly significant 
reductions in the early 1990’s and double digit declines following the events on September 11, 
2001.  In both cases the industry saw sizable increases in RevPAR two to four years 
subsequent.  Since 2008 the regional industry has struggled to maintain growth, and average 
RevPAR remains well below 2008 levels.  Current economic conditions and uncertainty may be 
indicative of suppressed room rates for several years to come; however, near term recovery in 
this volatile industry would not be unprecedented. 
 
Capitalization Rates 
 
Capitalization rates tend to follow interest rates and required equity yields, with some influence 
from perceived minimum per key valuations.  For the most part capitalization rates based on 
existing, historic revenues have been fairly low, due to low interest rates and anticipated 
revenue growth.  The decrease in revenues has been met by decreased capitalization rates, 
and resulted in some preservation of hotel values as a decrease in capitalization rates results in 
higher hotel values.  Decreases in capitalization rates also suggest some continued appetite for 
hotel investments. 
 
The only use of a capitalization rate in the analyses herein is in the estimation of hotel value 10 
years from initial operations, as part of an evaluation of potential Developer return.  For this 
evaluation a capitalization rate of 8% was utilized as it is considered more indicative of historic 
long term averages of roughly 10%, greater than the average over the last 10 years would 
suggest.  An 8% rate may be conservatively low, to the benefit of the developer, and promote a 
conclusion of financial feasibility when a higher rate that would reduce financial feasibility may 
be justifiable.  Table 1: Capitalization Rates 2000-10 showing the approximate hotel 
capitalization rates over the last 10 years follows. 
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Table 1: Capitalization Rates 2000-10 

 

4.3 Hotel Financing 

New “ground up” hotel development is often considered a highly speculative venture suitable 
only for experienced, and / or well capitalized and risk tolerant developers.  In most ground up 
hotel development scenarios equity capital is paired with a loan or debt to finance construction 
costs and the completed and operational hotel.  The ratio of debt and equity required can vary 
depending on the specific site location, proven proximate market demand, the flag, and other 
similar factors.  Additionally, the interest rate, and required return on equity are typically based 
on the same factors, as well as average interest rates and yields for investment alternatives in 
the financial markets.  Average interest rates (pertaining mostly to stabilized operations) and 
equity yields from 2000 to 2010 are provided below in Table 2: Hotel Mortgage Rates and 
Equity Yields 2000-10. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Cap Rate 
Based on 

Historic NOI

2000 9.2%
2001 8.2%
2002 8.9%
2003 7.9%
2004 5.8%
2005 5.2%
2006 5.5%
2007 6.0%
2008 6.7%
2009 8.0%
2010 4.6%

Average 6.9%
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Table 2: Hotel Mortgage Rates and Equity Yields 2000-10 

 

4.4 Required Equity Returns 

Historically equity investments in hotel developments have yielded high returns which are 
commensurate with the level of risk involved in the product type.  As shown above in Table 2: 
Hotel Mortgage Rates and Equity Yields 2000-10, over the last 10 years required equity returns 
have ranged from approximately 15.9% to 22.2%.  For new developments, proforma returns of 
20% or greater are typically required to induce new hotel development.  For the purposes of the 
financial feasibility analyses herein a rate exceeding 20% in the most conservative of 
assumptions (i.e. lowest interest rates, and most developer friendly) was required over a ten 
year horizon to be considered even potentially financially feasible. 
 

4.5 Site Specific Market Demand 

The customer base of a viable hotel on the site would likely be comprised primarily of a blend of 
leisure and business travel.  The leisure component would likely include patrons from inland and 
other regions interested in vacationing at the beach, as well as patrons interested in staying 
close to family and friends in proximate communities.  Business patronage would likely be 
driven by an interest in being near Long Beach, Huntington Beach, and other proximate 
commercial centers.  Given the notable competition in the marketplace a viable hotel on the site 
would likely need to differentiate itself on a factor other than price, and appropriately not target 
the most price conscious consumer in either the leisure or business segments.  To the extent 
conference facilities are available on-site, group patron could be encouraged, however there are 
many alternatives for such users in the marketplace. 
 

Hotel 
Mortgage 

Interest Rate Equity Yield

2000 8.8% 21.0%
2001 7.8% 22.2%
2002 7.0% 21.0%
2003 5.9% 21.4%
2004 6.1% 19.7%
2005 5.6% 19.7%
2006 6.4% 18.9%
2007 5.9% 21.3%
2008 6.6% 19.3%
2009 8.2% 16.9%
2010 6.2% 15.9%

Average 6.8% 19.8%



  

Market Conditions  15 
SEAL BEACH – PEER REVIEW AND SITE SPECIFIC HOTEL FEASIBILITY EVALUATION               9/19/11 

4.6 Site Specific Competition 

A hotel on the Site would likely compete with a variety of existing hotels located from Long 
Beach to the north to Huntington Beach to the south.  Within this general area there is a wide 
variety of alternative offerings ranging from two to five stars, in locations on the water, close to 
the water / beach, and well inland, and operated under a number of well known and respected 
flags.  The occupancy and ADR performance of the existing competition suggests that a new 
entrant to the marketplace would likely face less than optimal performance, unless the hotel’s 
offering was unique such as can be the case with a boutique hotel.  As such, market 
competition is strong, and any hotel on the Site would likely need to be notably attractive or 
unique in order to establish a viable position within the marketplace. 
 

4.7 Summary of Market Condition 

The financial markets currently exhibit a general aversion to lending for new hotel 
developments.  However, some new developments have been able to secure loans to support 
construction and at a minimum, seven to 10 years of post construction financing.  The ability to 
secure financing is critical to new hotel developments as developers can rarely justify 
committing or access enough capital to fully support construction costs, and without such 
financing, new hotel developments are financially infeasible.  Recent financing terms evaluated 
in the marketplace include 7-10% interest rates, initial DSCRs of 1.35 – 1.40, and LTVs of 60-
70%.  For reference, a lower interest rate, lower DSCR, and higher LTV would be favorable for 
a developer (unless the required rate of return on equity is less than the interest rate).  The best 
of these terms would be provided to experienced and / or well capitalized developers in proven 
markets. 
 
For the purposes of the financial feasibility analyses provided herein, interest rates ranging from 
7-10%, a DSCR of 1.35 and a 70% LTV were utilized.  The use of these assumptions is 
considered conservative in that if the evaluated scenarios and alternatives were not financially 
feasible under the most favorable assumptions, then the scenarios or alternatives are likely 
financially infeasible. 
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5.0 PKF Scenarios  

Subsequent to its purchase of the Property in 2003 the Developer retained PKF to prepare a 
market feasibility analysis.  This initial 2003 report was updated by PKF in 2009 and included an 
evaluation of four development scenarios.  A description of the included scenarios, and an 
evaluation of the fundamentals of the 2009 PKF report follow. 
 

5.1 PKF Evaluated Alternatives – 2009 Report 

In the 2009 PKF Report four potential development scenarios were evaluated, with estimated 
operating performance provided for each of the four.  The alternatives are as follows: 
 
PKF Scenario One: A 150 room, five to six-story hotel with surface parking and standard 
amenities found at a commensurate sized hotel.  This scenario as proposed would not comply 
with the Specific Plan given the proposed building height. 
 
PKF Scenario Two: A 75 room hotel superior in quality to PKF Scenario One.  PKF Scenario 
Two would include standard amenities as well as a spa facility. This scenario as proposed 
would not comply with the Specific Plan given the proposed building location, but could 
conceivably be relocated to comply with the Specific Plan. 
 
PKF Scenario Three: This scenario would be similar in profile to PKF Scenario Two however, 
would include an additional 25 rooms for a total of 100 rooms. This scenario as proposed would 
not comply with the Specific Plan given the proposed building location, but could conceivably be 
relocated to comply. 
 
PKF Scenario Four: At the request of the Developer PKF evaluated this fourth scenario 
comprised of a 50 room hotel.  This scenario would be similar in quality as PKF Scenario Two 
and PKF Scenario Three and similarly include a spa facility.  It is presumed that this scenario 
could be developed in conformance with the Specific Plan. 
 
As part of the evaluation of the PKF analysis, the primary tables used to calculate and project 
operating performance were recreated.  These recreated tables allow for verification of 
calculations as well as modeling exercises to evaluate financial performance and sensitivity to 
differing RevPAR and other assumptions. The recreated spreadsheets are provided as 
Attachment A through D.  
 
Note: The figures attached do not use the same rounding methodology as found in the PKF 
report and as such while the figures are usually extremely close, the two may not match 
perfectly. 
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5.2 Assumed RevPAR 

As part of its analysis PKF included assumed ADRs and occupancy rates which are multiplied 
to estimate RevPARs for each of the PKF Scenarios.  The provided RevPAR assumptions are 
based on existing operations from comparable hotels identified by PKF.  RevPAR assumptions 
were provided for each of the PKF scenarios as shown in Table 3: PKF Assumed RevPAR. 
 
Table 3: PKF Assumed RevPAR 

 
(Source: 2009 PKF Study) 

 
Based on Kosmont’s independent analysis of market comparables, the projected RevPAR and 
underlying occupancy and projected ADRs are reasonable given the development profile of 
each of the PKF scenarios evaluated. 
 

5.3 Ratio Analysis 

The PKF analysis is reliant upon ratios of revenues and operational expenses of various 
standard hotel revenue and cost centers.  The ratios provided in the PKF analysis of each of the 
scenarios are based upon actual operating performance of existing operations of the market 
comparables.  In Table 4: PKF Projected vs. Expected Operating Ratios which follows, the 
underlying ratios used to project the operating performance of each of the scenarios are 
provided.  Additionally, the range of anticipated ratios based on the metrics of market 
comparables independently evaluated, are provided to the right of the ratios for each scenario.  
Given the slightly different profile of each of the four scenarios evaluated by PKF, the ratios for 
each scenario are unique.  However, due to each of the scenarios having somewhat similar 
amenities, the ratios are relatively close overall.  The primary exception to this is the higher ratio 
of revenue in “Other Operated Departments” in PKF Scenarios Two through Four due to the 
inclusion of a spa amenity.   

1 2 3 4 5 6 7 8 9 10

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

PKF Scenario One 150 Rooms

Projected Occupancy 58.0% 64.0% 67.0% 72.0% 72.0% 72.0% 72.0% 72.0% 72.0% 72.0%

Projected ADR 167.00 172.00 177.00 182.00 188.00 194.00 199.00 205.00 211.00 218.00 

Projected RevPAR 96.86   110.08 118.59 131.04 135.36 139.68 143.28 147.60 151.92 156.96 

PKF Scenario Two 75 Rooms

Projected Occupancy 60.0% 64.0% 69.0% 74.0% 74.0% 74.0% 74.0% 74.0% 74.0% 74.0%

Projected ADR 191.00 197.00 203.00 209.00 215.00 222.00 228.00 235.00 242.00 250.00 

Projected RevPAR 114.60 126.08 140.07 154.66 159.10 164.28 168.72 173.90 179.08 185.00 

PKF Scenario Three 100 Rooms

Projected Occupancy 59.0% 64.0% 69.0% 74.0% 74.0% 74.0% 74.0% 74.0% 74.0% 74.0%

Projected ADR 191.00 197.00 203.00 209.00 215.00 222.00 228.00 235.00 242.00 250.00 

Projected RevPAR 112.69 126.08 140.07 154.66 159.10 164.28 168.72 173.90 179.08 185.00 

PKF Scenario Four 50 Rooms

Projected Occupancy 60.0% 65.0% 70.0% 80.0% 80.0% 80.0% 80.0% 80.0% 80.0% 80.0%

Projected ADR 194.00 199.00 205.00 212.00 218.00 224.00 231.00 238.00 245.00 253.00 

Projected RevPAR 116.40 129.35 143.50 169.60 174.40 179.20 184.80 190.40 196.00 202.40 
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Table 4: PKF Projected vs. Expected Operating Ratios 

 
(Source: 2009 PKF Study; Expected Range – Kosmont Companies) 

 
Overall the projected ratios of each of the PKF Scenarios fall within the range of the expected 
ratios with few exceptions.  Additionally, the few exceptions are close to the expected range, are 
not noteworthy, and do not significantly skew the results of the operational performance 
analysis. 
 

Scenario 
One

Scenario 
Two

Scenario 
Three

Scenario 
Four

Rooms 150        75          100        50          

Revenue
Room Revenue 64.6% 61.3% 62.5% 54.6% 60.0% 70.0%
Food & Beverage 26.9% 26.1% 24.6% 34.3% 25.0% 30.0%
Other Operated Departments 6.7% 11.2% 11.4% 9.8% 2.0% 10.0%
Rentals & Other Income 1.8% 1.5% 1.5% 1.3% 1.5% 3.0%

Total Revenue 100.0% 100.0% 100.0% 100.0%

Departmental Expense
Rooms 24.3% 23.6% 23.6% 23.4% 20.0% 25.0%
Food & Beverage 74.0% 76.0% 76.0% 76.0% 73.0% 78.0%
Other Operated Departments 70.0% 70.0% 70.0% 70.0% 25.0% 80.0%

Total Departmental Expense 40.3% 42.1% 41.4% 45.7%

Departmental Profit 59.7% 57.9% 58.6% 54.3%

Undistributed Operating Expenses
Administrative & General 10.3% 10.3% 9.5% 9.1% 7.5% 10.5%
Marketing 5.1% 5.5% 5.1% 4.8% 4.0% 5.0%
Franchise Fee 0.0% 0.0% 0.0% 0.0% 0.0% 7.0%
Prop. Operations & Maintenance 5.1% 5.1% 5.1% 4.5% 3.5% 5.0%
Utilities 2.4% 2.5% 2.5% 2.2% 3.0% 4.5%

Total Undistributed Operating Expenses 22.9% 23.4% 22.2% 20.6% 18.0% 32.0%

Gross Operating Profit 36.8% 34.5% 36.4% 33.7%

Management Fee 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Fixed Expenses
Property Taxes 2.8% 2.5% 2.7% 2.3% 1.5% 2.0%
Insurance 1.3% 1.4% 1.4% 1.2% 1.0% 2.0%

Total Fixed Expenses 4.1% 3.9% 4.1% 3.5% 2.5% 4.0%

Net Operating Income Before Reserve 29.8% 27.6% 29.3% 27.2%

Furniture, Fixture & Equipment Reserve 4.0% 4.0% 4.0% 4.0% 4.0% 5.0%

Net Operating Income After Reserve 25.8% 23.6% 25.3% 23.2% 22.0% 30.0%

Expected Range
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5.4 PKF Analysis Summary 

In summary, Kosmont finds the PKF analysis to be both reasonable and reliable.  An 
independent evaluation of the marketplace and market comparables suggests that the 
performance assumptions utilized for each of the PKF’s scenarios is supportable, and can be 
relied upon for an evaluation of the resulting financial feasibility. 
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6.0 Financial Feasibility of PKF Scenarios 

The next step in evaluating the 2009 PKF report was the analysis of the financial feasibility of 
the four development scenarios.  A development scenario was considered financially feasible if 
the development could support the development and financing costs, meet the performance 
metrics likely required to secure financing, and provide the Developer with a reasonable return 
commensurate with the risk of developing a hotel.  This portion of the analysis includes an 
evaluation of development costs including the cost of land, a review of the net operating income 
available to support the required debt payments, and the potential developer return under a 
range of assumptions. 
 

6.1 Cost of Land 

Based on publicly available information, the Developer purchased the underlying Property in 
2003 for $4,501,000.  Should the Developer receive payments pursuant to the existing 
Settlement Agreement, the Developer would receive a total of $2,000,000.  To evaluate the 
Developer’s effective land cost it was assumed that settlement payments would be received 
eight years after initial acquisition expenses, accrue to the Developer, be available to offset the 
incurred land costs, and that an effective land value of $4,500,000 could be recaptured upon 
development of the Site which was assumed to occur in 2014, roughly 10 years after 
acquisition.  Thus, based on an initial outlay (assumed to be 100% equity) of $4,501,000, 
receipt of $2,000,000 eight years after acquisition, and in essence a sale two years later, or 10 
years after acquisition for $4,500,000, the effective return on equity would be roughly 4%.  A 4% 
return is less than desirable to encourage development activity, but is superior to the losses 
many developers and land speculators have realized of late.  Additionally, the Developer would 
accrue any gains from the ultimate development of the Site.  As such, despite the required 
capital outlay and long holding period the Developer will likely fair reasonably well, assuming a 
$4,500,000 land value upon development, and additional financial returns from the development 
project.  
 
For the analyses herein a land value of $4,500,000 in 2014 was assumed.  This value was 
utilized as it reflects the actual cost the Developer paid for the Property, and while the property 
was purchased more than eight years ago, land values have not appreciated much (if they have 
even held value since this time period due to a significant reduction between roughly 2007 and 
2010 after a period of growth ending in 2007).  For reference, assuming 3.2 developable acres 
of land, a total price of $4,500,000 is equal to value of $1.4 million per acre, or approximately 
$32 per square foot.  
 

6.2 Development Costs 

In order to estimate the amount of financing required to support the development and operation 
of each of the PKF scenarios, a range of development costs per key was estimated for each.  
These per key costs are unique to each development scenario, and reflect construction costs 
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seen in the market of late.  A summary of the assumed per key construction costs follows in 
Table 5: PKF Scenario Development Costs.  These development costs are subsequently used 
to estimate the total required financing and derive the annual debt service in the next part of the 
financial feasibility analysis. 
 
Table 5: PKF Scenario Development Costs 

 
(Source: Kosmont Companies) 

6.3 Assumed Financing Costs 

A previously introduced, interest rates ranging from 7-10%, a DSCR of 1.35 and a 70% LTV 
were utilized in evaluating the annual debt service required to support the development of each 
of the PKF scenarios.  These assumptions were applied to the estimated development costs 
above, and evaluated in relation to the projected operating performance of each of the PKF 
Scenarios.  Additionally, the Developer’s potential internal rate of return (“IRR”) assuming 
financing could be secured was also evaluated.  Tables showing the results for each of the four 
PKF scenarios follow in Table 6: Financial Feasibility - PKF Scenario One and Two and Table 7: 
Financial Feasibility - PKF Scenario Three and Four. 
 
In each of the evaluations, both initial DSCR is below 1.35 (highlighted in red), and Developer 
IRR over a ten year period is less than 20%.  As a result of these two critical metrics, the PKF 
scenarios appear financially infeasible as it is unlikely such development profiles could attract 
financing or produce enough cashflow to support the developer interest or investment required 
for construction and ongoing operations.  These metrics suggest that the Developer would be 
unable to obtain financing with even the more aggressive and risk tolerant of lenders, and the 
proforma developer return would not be sufficient to warrant the risk of developing a hotel on the 
Site under the PKF Scenarios.  
 
For reference, of the four PKF scenarios the two closest to financial feasibility are PKF Scenario 
One and Three, the 150 room and 100 room development scenarios, however, these scenarios 
as proposed do not comply with the 1996 Specific Plan.  This scenario is estimated to realize 
the required DSCR in year three of operations and yield the Developer a return of approximately 
16% over a 10 year horizon.  Additionally RevPAR would have to be roughly 10% higher than 
projected for PKF Scenarios One and Three for Developer returns to exceed 20% at even the 
lowest interest rate of 7%, and RevPAR would have to be roughly 55% higher for the DSCRs to 
be at acceptable levels in the initial years.  As such even these most optimistic of scenarios 
appear financially infeasible as, again, it is unlikely that it would produce enough cashflow to 
attract financing or support the developer interest or investment required to construct and 
operate the project. 

Quality (Stars)

Rooms
Cost/Room 175,000      200,000      200,000      250,000      200,000      225,000      225,000      275,000      

Total Construction Cost 26,250,000 30,000,000 15,000,000 18,750,000 20,000,000 22,500,000 11,250,000 13,750,000 

Cost of Land

Total Development Cost 30,750,000 34,500,000 19,500,000 23,250,000 24,500,000 27,000,000 15,750,000 18,250,000 

PKF Scenario 4
4+

50

4,500,000                       

150 75 100

4,500,000                       4,500,000                       4,500,000                       

PKF Scenario 1 PKF Scenario 2 PKF Scenario 3
3 4 4
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Table 6: Financial Feasibility - PKF Scenario One and Two 
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Table 7: Financial Feasibility - PKF Scenario Three and Four 
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7.0  Other Development Alternatives 

In addition to the PKF scenarios previously discussed, a variety of sample, prototypical hotel 
developments that could fit within the constraints of the Specific Plan were evaluated.   As a 
result of this review the following alternatives were developed and likely represent alternatives 
that would comply with the requirements of the Specific Plan. 
 

7.1 Alternative A: 150 Room Hotel 

Under Alternative A, a three-story, 150 room hotel would be constructed.  The hotel would 
include a restaurant amenity and conference amenity, each approximately 2,000 square feet, 
and approximately 200 surface parking spaces.  Rooms would average approximately 425 
square feet.  This plan and footprint would require that virtually the entire 3.2 acre hotel portion 
of the Site be used either for building footprint or surface parking, and may not permit much 
landscaping.  Additionally it is unlikely that the building footprint would support even a small 
recreational amenity, and there almost certainly would be no other room for the same on the 
Site.  The resulting hotel profile is likely less attractive than would likely be desired and would 
likely impair achievable ADRs.  The potential for subterranean parking was also evaluated, 
however as suggested in the 2009 PKF report, subterranean parking at or below the water table 
as may be required on this site would likely be cost prohibitive, and increase the financial 
infeasibility of the scenario.  Finally, the alternative parking solution of an aboveground structure 
would likely be visually unacceptable. 
 

7.2 Alternative B: 100 Room Hotel 

Under Alternative B, a three-story, 100 room hotel would be constructed.  This alternative 
represents a probable profile for a typical hotel constructed within the constraints of the Specific 
Plan.  The hotel would include a restaurant amenity and conference amenity, each 
approximately 2,000 square feet.  The hotel could include a minor recreational amenity, and 
surface parking for approximately 150 vehicles, slightly in excess of the required minimums 
under the Specific Plan.  Rooms would average approximately 425 square feet each.  This plan 
and resulting footprint of approximately 25,500 square feet would accommodate some on-site 
landscaping around drive isles and minimal setbacks, but such landscaping would not be 
notably significant.  The 100 room threshold is likely the fewest rooms that a hotel chain or “flag” 
would be willing to brand. 
 

7.3 Alternative C: 60 Room Boutique Condominium Hotel 

Under Alternative C, a three-story, 60 room boutique hotel would be developed.  Under this 
scenario the hotel could theoretically be mostly to completely financed through the sale of 
individual rooms to private owners under a condominium hotel structure.  Under a condominium 
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hotel structure individual owners hold title to individual rooms with rights to use their rooms a 
certain number of days a year, and the remainder of the year the rooms are available to the 
general public during which a split of net profit accrues to the room owner.  The reduced room 
count would help support slightly larger room sizes averaging 500 square feet, additional on-site 
amenities commensurate with boutique hotels, including up to 2,500 square feet of meeting / 
banquet space, 2,000 square feet of gross restaurant space, and 2,000 square feet for a spa or 
other similar use.  Under the Specific Plan this development profile would require 120 parking 
spaces, which could be provided in a surface lot with a fair amount of landscaping and visual 
appeal. 
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8.0 Financial Feasibility of Development 
Alternatives 

In order to evaluate the financial feasibility of the non-PKF development alternatives Kosmont 
backed into the RevPAR required to support the development of the hypothetical hotels on the 
Property.  For the purposes of evaluating these additional development alternatives a land cost 
of $4,500,000 was again used pursuant to the discussion in Section 6.1 Cost of Land above. 
 

8.1 Estimated Cost of Development of Alternatives 

The first step in the feasibility analysis was to evaluate the potential cost of construction of the 
hypothetical development alternatives.  The cost of construction per room or key can vary 
widely depending on the level of service, amenities, finishes, and type of construction of any 
particular hotel.  The hypothetical development alternatives would likely support a three-star 
hotel under Alternative A, a four-star hotel under Alternative B, and a four-star plus boutique 
hotel under Alternative C and service, amenities, finishes and construction costs commensurate 
with the same.  A range of the estimated development costs for each of the three development 
alternatives evaluated follows in Table 8: Estimated Development Cost below. 
 
Table 8: Estimated Development Cost 

 
(Source: Kosmont Companies) 

 

8.2 Required RevPAR of Alternatives 

The next part of the evaluation was to estimate the RevPAR (again, the revenue per available 
room) required to generate the NOI required to support financing for the development 
alternatives.  Kosmont estimated the minimum required RevPAR based on actual financing 
terms for ground up hotel construction currently being offered in the marketplace.  The 
assumptions used include a maximum loan-to-value ratio of 70%, a 7-10% interest rate, 30 year 
amortization period, and a minimum initial debt service coverage ratio (“DSCR”) of 1.35.  For 
reference, this loan profile provides for roughly a 7 – 9% cash on cash return in the initial year of 
stabilized operations, and growing thereafter.  This figure does not take into account any 
additional required return from land holding costs. 

Quality (Stars)

Rooms
Cost/Room 175,000      200,000      200,000      225,000      225,000      275,000      

Total Construction Cost 26,250,000 30,000,000 20,000,000 22,500,000 13,500,000 16,500,000 

Cost of Land

Total Development Cost 30,750,000 34,500,000 24,500,000 27,000,000 18,000,000 21,000,000 

60

4+

4,500,000                       4,500,000                       4,500,000                       
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The required NOI calculated as described above was then divided by typical ranges in net 
margins for each of the development alternatives.  It should be noted that the margins evaluated 
are for stabilized operations, and the initial years of a hotel’s operations tend to have 
significantly lower margins.  As such, it is assumed that if the alternative developments are not 
financially feasible given stabilized operations and anticipated RevPAR rates, then taking into 
account start-up profiles would only result in further financial infeasibility.  For reference 
anticipated RevPAR rates were based on operating hotels with profiles similar to those of the 
three development alternatives.  Further, these figures were compared with PKF’s research of 
market comparables and the two are similar in range. 
 
As a result of this analysis the three development alternatives do not appear to be financially 
feasible with traditional financing under the parameters currently available in the market as 
defined above (excluding condominium hotel structures).  Under each of the three development 
alternatives the RevPAR required to support the financing of each development was greater 
than the anticipated RevPAR attainable under the alternatives.  The calculations and 
assumptions used in establishing this conclusion follow in Table 9: RevPAR Required to 
Support Development Alternatives – 7% Interest Rate and Table 10: RevPAR Required to 
Support Development Alternatives – 10% Interest Rate. 
 
Table 9: RevPAR Required to Support Development Alternatives – 7% Interest Rate 

 
(Source: Kosmont Companies) 
 

Rooms

Maximum LTV
Minimum Equity 9,225,000   10,350,000 7,350,000   8,100,000   5,400,000   6,300,000   

Loan Principal 21,525,000 24,150,000 17,150,000 18,900,000 12,600,000 14,700,000 

Amortization (yrs)
Rate

Annual Payment 1,718,476   1,928,047   1,369,193   1,508,906   1,005,937   1,173,594   

Minimum DSCR

Minimum NOI 2,319,943   2,602,863   1,848,410   2,037,023   1,358,015   1,584,351   

Net Margin
Minimum RevPAR 163            183            203            223            282            329            

Net Margin
Minimum RevPAR 141            158            175            192            221            258            

Min Max Min Max Min Max
Estimate of Required RevPAR 141$          183$          175$          223$          221$          329$          

Anticipated Stabilized RevPAR 90$            115$          100$          125$          180$          215$          

RevPAR +3 Yrs Growth 98$            126$          109$          137$          197$          235$          
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Table 10: RevPAR Required to Support Development Alternatives – 10% Interest Rate 

 
(Source: Kosmont Companies) 

 
In summary, as shown above, even at an aggressive 7% interest rate, Alternative A would likely 
require RevPAR of $141 – $183 or more to even attract financing, yet anticipated stabilized 
RevPAR is $90 - $115 and RevPAR with three years of growth is anticipated to be $98 - $126.  
Required RevPAR with a 7% interest rate under Alternative B is estimated to be $175 - $223, 
yet anticipated RevPAR is only $100 - $125 and $109 - $137 respectively.  Finally, assuming an 
aggressive 7% interest rate under Alternative C, required RevPAR is estimated to be $221 - 
$329, and anticipated RevPAR is only $180 – $215, and while with three years of growth the 
anticipated RevPAR of $197 – $235 provides some overlap, actual results would have to be the 
best case just to entice financing, and the overlap is not considered significant enough support a 
determination of financial feasibility. 
 
Additionally, the above figures represent calculations based on stabilized operations, and as 
such, predict financial infeasibility even in stabilized operations, and further, provide no margin 
to support start-up operations.  As such Kosmont concludes that the development of the three 
alternatives under traditional financing options currently available in the marketplace is likely 
financially infeasible. 
 

Rooms

Maximum LTV
Minimum Equity 9,225,000   10,350,000 7,350,000   8,100,000   5,400,000   6,300,000   

Loan Principal 21,525,000 24,150,000 17,150,000 18,900,000 12,600,000 14,700,000 

Amortization (yrs)
Rate

Annual Payment 2,266,767   2,543,202   1,806,042   1,990,332   1,326,888   1,548,036   

Minimum DSCR

Minimum NOI 3,060,136   3,433,323   2,438,157   2,686,949   1,791,299   2,089,849   

Net Margin
Minimum RevPAR 215            241            267            294            372            434            

Net Margin
Minimum RevPAR 186            209            230            254            292            341            

Min Max Min Max Min Max
Estimate of Required RevPAR 186$          241$          230$          294$          292$          434$          

Anticipated Stabilized RevPAR 90$            115$          100$          125$          180$          215$          

RevPAR +3 Yrs Growth 98$            126$          109$          137$          197$          235$          
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8.3  Condominium Hotel Alternative 

Alternative C meets the profile of developments potentially suitable for development financing 
through the sale of condominium hotel rooms.  Under this scenario individual owners would 
purchase title to rooms and make up-front deposits and ultimately payments to the Developer to 
support the cost of construction and repay construction financing for the development of this 
alternative. 
 
The financial feasibility of this structure is highly dependent on the attainable sales price for 
individual rooms.  Based on Kosmont’s calculations as provided below, a minimum average sale 
price of approximately $225,000 per room would be required to begin to attain financial 
feasibility for development.   
 
For reference, other condominium hotels in local, superior markets with proven, stable 
operations have been trading in the range of $400,000 to $450,000 per room.  Traditionally, new 
ownership opportunities trade at a significant discount until development risk is reduced, hotel 
operations are established, and market interest clearly determined.  Additionally, the ability for 
prospective buyers to obtain financing for the purchase of to be built units can be limited, and 
the pool of potential buyers reduced given the current economic environment.  The assumptions 
and results of this analysis follow in Table 11: RevPAR Required - Alternative C, Condominium 
Hotel Financing 
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Table 11: RevPAR Required - Alternative C, Condominium Hotel Financing 

 
(Source: Kosmont Companies) 

 

Quality

Rooms
Cost/Room 225,000        275,000             

Total Construction Cost 13,500,000    16,500,000         

Cost of Land

Total Development Cost 18,000,000    21,000,000         

Average Price of Condo Hotel Unit
Revenue from Condo Sales

Required RevPAR

Maximum LTV
Minimum Equity -               -                    

Loan Principal 4,500,000     7,500,000           

Amortization (yrs)
Rate

Annual Payment 359,263        598,772             

Minimum Coverage

NOI Split with Property Owner
Minimum Gross NOI 970,011        1,616,685           

Days/Year Fractional Owner Use
Adjustment Factor

Net Margin
Minimum RevPAR 201              336                    

Net Margin
Minimum RevPAR 158              264                    

Min Max
Estimate of Required RevPAR 158$             336$                  

Anticipated RevPAR 150$             180$                  

225,000                                    

13,500,000                               

50%

60                                            

-16.4%

22%

28%

7.00%

1.35

70.0%

30

60

4,500,000                                 

Alternative C
4+
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In summary, as shown above in Table 11: RevPAR Required - Alternative C, Condominium 
Hotel Financing, based on the minimum required RevPAR of $158 and anticipated effective 
RevPAR ranging from $150 - $180 (reduced based on owner use of unit) this alternative may be 
financially feasible.  However, given the range of required RevPAR, and reliance on a minimum 
sales price of $225,000 per unit the financial feasibility of this alternative is not certain.  Further, 
small boutique hotel projects are typically projects that reflect the individual passion and skill set 
of a specialized boutique developer / operator, frequently requiring significant design amenities 
and operating distinctions (class A restaurant and progressive lounge and / or cabana pool 
scene) that while possible to achieve, significantly increase the costs and as a result, the risk 
profile of the project as well.  Such an operation may also not be in keeping with local resident 
preferences as to users and peak usage times.  Overall, the boutique hotel project may be 
viable but in current market conditions sufficiently challenging to predict a reliable result for, and 
therefore an unattractive option for potential developers. 
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9.0 Summary & Conclusions 

In conclusion, Kosmont evaluated the PKF reports on the projected performance of hotel 
development scenarios, and separately performed an evaluation of the financial feasibility of 
additional hotel development alternatives on the Site.   
 
As a result of this analysis it appears that the four development scenarios included in the 2009 
PKF report are financially infeasible as the projected net operating income would not be 
sufficient to secure development financing, and equity returns would be too low to encourage 
developer investment.  Additionally Kosmont developed and evaluated three additional 
alternatives likely in conformance with the 1996 Specific Plan covering the property.  The three 
additional alternatives evaluated were a 150 room hotel, a 100 room hotel, and a 60 room 
condominium boutique hotel.   
 
The first two alternatives were evaluated for financial feasibility based on current market 
conditions including average room rates and financing available for ground up hotel 
construction.  Based on this evaluation, it is Kosmont’s conclusion that it is unlikely that the 
revenue required to support the potential development profiles could be generated by either 
alternative, and as such concludes that these two development alternatives are financially 
infeasible. 
 
Finally the analysis of the 60 room condominium hotel suggests that this alternative may be 
financially feasible.  However, a potential lack of financing available for prospective buyers, 
uncertainty of and sensitivity to market interest and attainable sales values, and a risky project 
profile based on whether the hotel will deliver precisely the right and somewhat unique product 
type to engender consistent demand, all contribute to make project feasibility marginal.  As 
such, financial feasibility of even this alternative is far from certain and this uncertainty likely 
represents a legitimate and fatal hurdle to developer interest in such a project. 
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